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Monitoring of Economic Indicators in the
Context of Financial and Economic Crises

Dean Sinkovi¢', Sebastian Zemla?, and Nataniel Zemla?

Financial and economic crises repeat themselves at indefinite intervals. As in the Great Recession
(also known as Subprime Crisis) of 2007/2008 there was a bundle of events and processes that
preceded it and contributed to its emergence, whether it be economic, political, or ideological.
Based on observations presented in this paper, explanations are suggested that crises are signifi-
cantly related to the development of various indicators. Relevant indicators include the impact of
economic indicators (e.g., GDP, key interest rates, debt ratios), capital markets and - as the current
Corona Crisis shows - supposedly unforeseen factors or shocks. The study deals with a comparative
analysis of indicators regarding both crises and the Great Depression, with the aim of identifying
possible trends or patterns. It uses a comparative method and reveals some significant similarities.
This insight can be seen as a support for the birth of further crises. The work aims to provide a con-
tribution to current crisis research in a comparative context and to advance findings in the field of
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early warning and crisis education.
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1. Introduction

1.1. Topical Introduction

As history shows, global financial and economic
crises are not isolated phenomena. They repeat
themselves at indefinite intervals. Well-known
crises such as the Great Depression, a global
economic crisis caused, among others, by a credit-
financed speculation fever on the stock markets
(Kindleberger, 1973), or the Great Recession
of 2007/2008, a financial crisis caused by a real
estate bubble in the US mortage market (Zeise,
2009), are two special examples that are familiar to
economists in particular and sober contemporaries
in general. In a crisis context there was always
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caution and fear that such events, which have jolted
the economy as a whole, may be repeated. In fact,
this is exactly the kind of situation we are in right
now. The current crisis, which is referred to in the
media and in non-popular science sources as the
Corona Crisis, is caused by a virus and has caught
the entire global economy cold. The associated
virus has its origin in China (Grémling, 2020)
and spread rapidly to all continents in the course
of global interdependencies. These dependencies
have arisen in particular due to the enormous
growth and global economic importance of
China in recent years. In order to avoid the risk
of infection, interpersonal contact was kept to a
minimum. Appropriate strategies to control the
transfer were also implemented, which nevertheless
meant a painful experience in the context of the
overall economy (Sinn, 2020a). In addition to
the temporary closure of numerous production
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61



62

| Vol.16 | Issue1 | 2022 | 61-87

facilities, factories and shops, the travel industry,
and the airlines in particular as well as catering and
entertainment sectors were forced to face this crisis
up close (Herz, 2020).

In the emergence of the current crisis and
its characteristics, there are currently different
evaluation and discussion patterns that shape
science. Some see it primarily as a crisis caused
by an “external shock” that does not really fit into
the original phenomenology of the crises in the
20th century (e.g., Ziirn, 2020 or Kooths, 2020).
For the others, it was only a matter of time before
a crisis broke out. The reasons for this can be
traced back to the developments in recent years
with rising private and public debt ratios as well as
the formation of economic bubbles and a sluggish
global economy (Sinn, 2020b or Sinkovi¢, 2020a).
The observations within this paper aim to explain
that economic affairs like crises are significantly
related to the development of various indicators
or key figure aggregates. According to reference
works, relevant indicators include the impact of
capital markets with regard to interest rates and
equities (Brunner, 2009), economic indicators -
such as GDP, inflation, public and private debt
ratios (Jahn, 2013) - as well as the development of
stockmarkets and the real estate sector (Jahnke,
2009). The authors' choice of indicators is justified
by the fact that the analysis first refers to the present
economic indicators - key interest rate, inflation,
and GDP - and then examines the effects on debt
and stock markets. In order not to go beyond the
scope of the research, a narrowing down had to be
done. As a result, elementary lagging indicators
such as the unemployment rate, which is also partly
evident, do not come in the focus.

The present study deals with a comparative
analysis of the above indicators in relation to the
current Corona Crisis, the Great Recession, and
the Great Depression, aiming to identify possible
trends or patterns. Should such insights prove to
be true they can be seen as a support for the birth
and preventive handling of further crises. The work
is intended to provide a contribution to current
crisis research in a comparative context and to
advance findings in the field of early warning and
crisis education. It follows the IMRAD structure,
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which successively aim to answer the research
question. Even if the Corona Crisis is not over, it
was unavoidable for the investigation to include it
due to the topicality and explosiveness of the past

events.

1.2. Research Question

What trends or patterns in economic indicators can
be observed when comparing the Great Depression,
Great Recession and the newest Corona Crisis
using the example of the USA?

1.3. Literature Review

The question about the comparability of the crises
above has already been discussed in various literary
works, news, and the Internet contributions. In
particular, questions were discussed whether
the Great Recession repeats at the same level as
the one of the 1930s - with all its impacts on the
financial markets, economic and political scene.
The period before the Great Recession was already
characterized by debauched financial markets,
as Soros has pointed out. He questioned the
prevailed view that markets correct themselves
and saw it as a fallacy. Moreover, he spotted a self-
contradiction in the relationship between business
and ethics and argued in regulation debates that
“profit maximizing behavior follows the dictates of
expediency and ignores the demands of morality.
Financial markets are not immoral; they are
amoral” (Soros, 1998). In this crisis the “concept of
financial inclusiveness” examined by Nizam et al.
(2020) had a special dimension after the subprime
debtors with poor credit ratings there faced a
wide range of loan offers and this risk ultimately
resulted in crisis-relevant debt defaults. For Jahnke
(2008/2009), both crises can be characterized
as stages of “financial capitalism,” framed by a
“neoliberal globalized world” The parallels or
repetitions of offenses on the capital markets as in
the 1930s (including unpredictable flows of capital
and money, banking crisis, collapse of the financial
markets) were discussed as standard questions in
various literature. The title “The Fallback - The New
World Economic Crisis“ translated from German
in 2003 from the original edition “The End of
Globalization” by James already aptly questions
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the above fact. However, the analogy found is to be
classified as worrying for him.

Due to the current topic and explosiveness, an
analysis of the economic consequences of the new
Corona Crisis proves to be productive even at a first
glance it has a completely different background.
First scientifically oriented monographs such as
that of Fuest (2020) are devoted to the effects of the
pandemic and make initial comparisons with the
Great Recession. Fuest even describes the recent
crisis as “more dramatic” In addition, the work
offers an insight into the voluminous stimulus
packages to keep the collapse of the economy and
its indicators in line as much as possible. In this
regard, the view of Szysko et al. (2020) presents
itself in a very contextual manner, pointing out that
“once economic environment is more turbulent, the
economic agents are more prone to news when (...)
making economic decisisons” This includes also
that central banks must make the right monetary
policy decision in order to achieve a target level of
elementary economic indicators - such as inflation

- after the crisis.

1.4. Methodological Approach

As part of the methodology, the author focuses
on two approaches. On the one hand, there is a
qualitative analysis of existing quantitative data,
in which the meaning of the quantitative results
is interpreted. It involves primarily economic
indicators and data that belong to the three crises.
The difficulty in reanalyzing existing data is whether
the data collected by other researchers fits your
own question. For official statistics, it is generally
advisable to use this very extensive and detailed
material for your own analysis purposes in order
to save the entire process of collecting primary
data. It is rather a challenge not to lose sight of the
vast variety and to filter out the right values that
contribute to answering the question. It is not
uncommon for scientists to access archived data
and carry out follow-up evaluations or formulate
questions (Lang, 2020).

Additionally, as further part of the secondary
analysis, the author uses the methodology of
comparing methods that have its origins in political
science (Nohlen, 1994). The representation of the

www.ce.vizja.pl

method of comparison is regarded as the “royal
way of political science,” because “Aristotle has
already made it a central subject of his policy as
an empirical-analytical science in the form of a
constitutional comparison (Massing, 1974).

As part of an explanation, it should be noted
that comparisons by itself do not represent a
methodical approach. Because they are also made
regularly in daily life. In contrast and according
to Jahn, in science the “comparative method
can achieve generalizable results” On this basis,
the ongoing investigation is intended to check
whether a generalization can withstand several
cases (or crises). The comparison is therefore not
the goal, but rather the means to an end and thus
the instrument. However, this methodological
comparison is not carried out without reflection,
but based on a logical approach. In this context
Jahn concretizes additionally the actual core of
this science, “to discover facts by a systematic
comparison, which otherwise would be hidden”
(Jahn, 2013).

Przeworski's statement also fits into the
perspective above, who in comparative research
prefers explanations and not comparisons as an
essential component: “A consensus exists that
comparative research consists not of comparing
but of explaining (Przeworski, 1987)” It is also
determined by scientific comparisons if established
explanations prove their worth or need to be
revised. For this purpose, comparison criteria
must be defined in advance that go beyond the
appearance of individual phenomena. The objects of
investigation (the crises) should at least at first sight
allow comparability, even if there are differences
in character (Jahn, 2013). The extent to which the
objects of investigation are comparable therefore
depends on the objective of the knowledge and
the comparison criteria. If comparison criteria
are not properly thought out or are derived from
the objective of the knowledge, the corresponding
comparisons “lag” accordingly. The same applies
if the criteria are not equally relevant for all cases
(Abromeit & Stoiber, 2006). In order to specifically
address the subject of the investigation, it is
legitimate to evaluate the connection between three

crises as units of investigation and the economic
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indices or indicators such as GDP or the inflation
rate (Jahn, 2013).

So, the comparative methods take effect both
in economic and political sciences, only the
positioning diverges. Nohlen remarked that, in
social science, the comparative studies can be the
method that is most relatable to political science
(Nohlen, 1994). A good example is a comparison
regarding different government policies, which
is suitable in many ways, where policy results
(“outcome”) can be compared. In this regard, it is
possible on the basis of comparative illustration and
declaration to learn from experiences, successes,
and failures of previous periods and time sections
(Schmidt, 1988).

Along with the

discipline of comparative politics according to

systematical comparisons,
Berg-Schlosser and Miiller-Rommel can also
use complementary other methods, such as the
historical comparative methods (Berg-Schlosser
& Miiller-Rommel, 2003). the
“comparative science of history” - according to the

For example,

Figure 1
Key Interest Rates in Four of the Largest Currency Zones

Dean Sinkovic, Sebastian Zemla, Nataniel Zemla

explanations of the historian Marc Bloch - looks
“for similarities and differences in analogue rows
from different social areas in order to explain them.
Rather, the compared objects - in the present study
the crises - will be analysed separately to compare
them subsequently in certain viewpoints (Bloch,
2000).

2. Development of economic indicators
2.1. Key Interest Rates

2.1.1 Great Recession

Figure 1 shows a comparison of the development of key
interest rates in four of the world's largest economic
powers and currency zones before and after the Great
Recession.

The figure shows an almost congruent picture between
the eurozone, the US and Great Britain. An exception is the
unvolatile base rate development of the Japanese yen. Prior
to the Great Recession, the level of the latter was between
4 and almost 6% and then abruptly reduced to almost 0%

e

et 4
2000 2001 2002 2003 2004 2005 2006 2007
Euro zone USA

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Japan

Great Britain

Source: finanzen.net (2019)
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when the crisis broke out. Here you can see the interest
curve of the Fed was raising irresistable for three years
(2016-2018) and then lowered again recently. The other
currency zones quickly give the impression of a prelimi-
nary stage of the so-called “helicopter money’, in which
central banks first decide to keep interest rates as low as
possible. If that is not enough, the direct monetary spiral
will be even more exhausted (Zschapitz, 2019). The timing
Figure 2

Effective Federal Funds Rate (in %)

of the chart also goes back to the previous recession which
is associated with events of the internet- or “dotcom”-bub-
ble and former terror attacks in the USA, which in turn
resulted in quick key interest rate cuts as a monetary policy
measure. After the economic situation in the USA began to
recover, the key interest rate from 2004 was raised gradu-
ally by the Fed from 1% to 5.25% in June 2006 in order to
prevent an inflationary threat (Bloss et al., 2009).

65
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Figure 2 clearly shows the development of the Fed’s
key interest rate in the run-up to the Great Recession
and its predecessors (grey shades) with first key findings
afterwards:

1. Until the outbreak of the Corona Crisis, we had
been relatively free of recessions for over 12 years. It
seems that an external cause like the current virus was
only a matter of time.

2. The last recession (Great Recession) shows the
widest - gray background - vertical.

3. Another finding is that we are currently in the lon-
gest period of low interest rates in history.

4. The highest interest rate level (1980/1981) is at first
sight attributable to a short-term effect.

www.ce.vizja.pl

2.1.2 Great Depression

Figure 3 includes the key interest rates of the Fed
before, during and after the Great Depression. The
Great Depression can be found under no. 5 with the
widest shaded background. The graph shows that
the Fed cut key interest rates immediately when the
crisis broke out, but also raised them again to almost
4% in the relatively short term. This step was not
conducive to the long period of severe depression,
especially since general economic activity slowed and
many other countries had also entered recessions. In
addition, the monetary base did not grow as monetary
policy was not relaxed enough (Fricke, 2016; Davies,
2012).

This work is licensed under a Creative Commons Attribution 4.0 International License.
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Figure 3
Recessions and Federal Funds Rate (1914-1958)
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Source: Stoeferle & Valek (2018)

2.1.3 Corona Crisis longer possible, since the other three currency zones
Figure 4 shows the continuation of Figure 1 including were practically on the zero percent line shortly before
the current crisis. With the exception of the United the crisis broke out. The US due to the crisis was also
States (US), instrumental interest margin was no forced to aim at this level again.

Figure 4

Current Key Interest Rates Development

od——— — :l I i ﬂ

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Euro zone USA Japan Great Britain

Source: finanzen.net (2020)
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2.1.4 Comparison of the Partial Results and Preliminary
Discussion

Figure 5 shows some remarkable findings regarding the US
historical key interests.

Looking back on the first remarks and history, it can be
summarized that there are various reasons which can cause
recessions (external shocks to the economic system such as
a pandemic, debt accumulation or bubble formation and
banking crises). The figure shows the respective crises in
column form and first confirms that 16 of the last 19 interest
rate hike cycles ended in recessions. Second, every financial
crisis was preceded by rate hikes. Only three cases proved
to be exceptions to the rule. These findings are not entirely
negligible in the financial science context. For outsiders,
this is an extraordinary gain in knowledge. For experienced
market observers it is a more explainable than inexplicable
connection. The last fear of such a follow-up effect was in late
December 2018 or early 2019, in which the contraction of
central bank balance sheets was closely related to the rising
interest rates. Over the course of 2018, the Fed started to
withdraw liquidity from the financial markets for the first
time since the end of the Great Recession. The ECB, Bank
of Japan and Bank of England were also facing this decision
(Stoeferle & Valek, 2018). After the Fed raised its key interest
rate from 2.25 to 2.5% on December 19th and announced
two more for 2019 plus a quantitative tighting (Federal Open
Market Committee/FOMC, 2018), this decision and phase
almost led to a collapse of the stock markets in the US and
Europe (see Figure 16). For this reason, this consideration

multiple key rate cuts (FOMC, October 30, 2019).

Another key message in Figure 5 appears to be
accompanied by strengthened monetary policy instruments
that have led to a monetary flooding of the capital markets.
It indicates that the greatest innovations and added value
were created by 1980 since then, neoliberal policies have been
introduced and the financial sector has taken a leading role
in the economy (Sinkovi¢, 2020b). Werner revealed an aspect
that is more scientifically founded than perceived by everyone
in practice. In his view, it does not correspond to today's
reality that a negative correlation between interest rates
and growth means that low interest rates lead to increasing
economic growth. He believes that the opposite is the case.
The correlation between interest rates and growth is positive
what means that high growth leads to high interest rates and
low growth to low interest rates (Werner, 2012). Reciprocally,
this means that the elementary instrument of central banks -
interest rates - “cannot explain GDP growth or the behaviour
of stock markets or exchange rates” and thus directly addresses
Werner's critical stance on central banks. Already in 2002, he
accused the central banks of “manipulating financial markets”,
being intent on “generating and intensifying economic cycles”
and driven by pure “quantity quotas for bank credit creation
of all countries”. In combating the crisis, he attaches far greater
importance to the factor money supply than to interest rates
themselves: “What really moves the markets, however, is not
the price of money, i.e. interest rates, but their quantity - if
only measured correctly (Werner, 2002)” This passage shows
that there are quite different perspectives in the context of
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was largely refrained from in the course of 2019 through central bank policy.
Figure 5
Recessions and Fed Funds Rate (1914-2018)
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2.2. Inflation

2.2.1 Great Recession

This subsection first begins with the inflation chart
concerning the Great Recession period (Figure 6).

At first sight, the graphic shows volatile effects in the
context of inflation developments over the past 20 years.
On closer inspection, it only moves in a corridor of
rounded 0 to 4% currency devaluation or price increases.
However, two periods are more striking here. Firstly,
the enormous drop from 2008 to 2009 and back as well
as the decline from 2014 to 2015. The highest level of
inflation in this chart was shortly before the outbreak of

Figure 6
Inflation, Consumer Prices for the US (2000-2019)

Dean Sinkovic, Sebastian Zemla, Nataniel Zemla

the Great Recession, in particular caused by an extremely
sharp rise in energy costs (household oil, gasoline prices)
and by rising food prices (such as prices for grain and
baked goods as well as fruit and vegetables). The weak
dollar was also part of the increase in the consumer price
index, as this means that imports of goods are based
on higher prices. Inflation ended when the signs of the
Great Recession began and consumers withdrew their
purchases and consumer spending. A slight drop in prices
also affected new vehicles, computers, and computer
equipment. In this context the thesis “recession kills
inflation” is appropriate, which researchers in the field of
economic cycles put forward (Smith, 2008).

FRED :+/ — innation, consumer prices for the United States

4

Percent

2002 2004 2006 2008

————— e,

2010 2012 2014 2016 2018

I\h‘ i

Shaded areas indicate U.S. recessions

Source: World Bank

fred.stlouisfed.org

Source: World Bank (2020)

2.2.2 Great Depression
Figure 7 shows the US inflation in a 15-year period around the
Great Depression (1923-1939).

The recessions and crises that occurred at that time are
visible. Not surprisingly, the Great Depression is the thickest
gray column in this graphic. The volatility of inflation shown
before and after the Great Depression extends far beyond what
we have experienced in the past 20 years with its dimensions
from -10% (highly deflationary) to over 5%. And yet the
period immediately after the First World War was one of the
most volatile in the last century in terms of consumer prices
and largely influenced by the direct (economic) consequences
of the war. From 1922 until the end of the decade the consumer

prices remained relatively stable. Inflationary drivers were

CONTEMPORARY ECONOMICS

increasingly food prices, which showed a higher volatility and
a remarkable increase in 1925. However, the relative stability
from 1922 to 1929 did not mean that policymakers were not
concerned with price changes: heated debates about prices and
attempts at comprehensive regulation were formative for this
period (Reed, 2014).

In 1929 the signs suddenly changed. In terms of price, these
were very worrying times as the prices of many goods fell
below their 1913 level. This included falling prices, which in
combination with enormous declines in production followed
the declining economic trend. In terms of numbers the
overall consumer index fell from October 1929 to its lowest
point in April 1933 by 27,4 %, as seen in figure 7. All major
consumer price categories were lower in June 1933 than in

DOI: 10.5709/ce.1897-9254.469
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Figure 7
US Consumer Price Index (All Items) in Times of the Great Depression
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June 1929. The most volatile commodity prices were
still food and clothing which accounted for almost 30%
of a household's expenses. At that time groceries in
particular took over a more dominant part of the market
basket, compared to today. And this proportionality was
even higher at the time of the world wars (Reed, 2014).

2.2.3 Corona Crisis
The following overview includes the current inflation
level as of October 2020 (Figure 8):

Similar price developments like the IMF forecast in
the graphic (1.5%), the U.S. Bureau of Labor Statistics

consumer prices in the USA of 1.2 percentage points
compared to the previous year. That means, inflation is
still on the rise because it was just 0.3% for April and
suffered then the biggest drop since December 2008
(Great Recession). While total energy prices as of April
were still -17.7% compared to the previous year's level,
this price decline was reduced to -9.4% as of November.
This development is mainly due to a slump in crude oil
prices and due to the restrictions in air traffic. On the
other hand, food prices rose significantly (as of April
3.5% and as of November 3.7%) which can be seen as a
direct effect of the crisis (U.S. Bureau of Labor Statistics,

announced on December 10, 2020, an increase in 2020a/b).

Figure 8
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2.2.4 Comparison of the Partial Results and
Preliminary Discussion

Figure 9 shows, in a 60-year view, with red circles
that inflationary and deflationary movements
follow a certain pattern before and after the outbreak
of crises, including four economic recessions and
two energy crises (Bryan, 2013). The graphics
combined with the elaborations in this section

Figure 9

Inflati

on, Consumer Prices for the US with Own Circles

Dean Sinkovic, Sebastian Zemla, Nataniel Zemla

have truly shown that striking price increases often
accompany crises (e.g., price speculation as in the
Great Depression or Great Recession) and that
the inflation rate is largely high before the outbreak
of a crisis. Conversely, deflationary developments are
compatible with the immediate consequences of the
crisis. The latter can also be observed essentially in the
wake of the Corona Crisis.

FRED -~/ — infiation, consumer prices for the United States
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1950

2000 2010

Source: World Bank (2020)

The most advanced deflationary developments can be
observed in the 30s (figure 7), this was also responded to
with clear criticism of the fiscal policy measures. With
regard to the classic history of American monetary
policy, well-known economists such as Friedman or
Jacobson Schwartz (Friedman & Jacobson Schwartz,
1963) blamed the Fed for not having contained a large
part of the crisis by failing to prevent the decline in
the money supply after 1929. Such moves would have
resulted in more intense free market government bond
purchases, where banks and other companies would
have had sufficient liquidity to meet their growing
demand for cash (Davies, 2012). Another alternative

CONTEMPORARY ECONOMICS

“to inflate the economy” would be through a change of
government combined with a new economic program,
as was done in the spring of 1933 by President Roosevelt
with the New Deal (Daniel & ter Steege, 2020).” That
means that inflation can be controlled through fiscal
measures. Deflation often leads to an increase in credit
defaults and bankruptcies, which in turn goes hand in
hand with a number of bank defaults and results in a
further decline in income, production and employment.
The Fed generally push price stability as a primary
objective of monetary policy, as fluctuations in price
levels can lead to financial instability and can slow
economic growth (Wheelock, 2007).
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2.3. GDP Development

2.3.1 Great Recession
Figure 10 is the historical representation of the GDP
course with the special outlier in 2009:

The chart reveals the impressive finding that gross

Figure 10
US GDP 1947-2015 (S billion)

domestic product fell significantly more from 2008
to 2009 than in the previous ten recessions after the
Second World War. It can be seen that GDP has been
rising steadily since 1970, with the exception of the
sharp slump in 2009, which outlines a very short
phase and then rises steadily and unstoppably.
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2.3.2 Great Depression
The following considers the GDP development
during the Great Depression (Figure 11).

Real GDP fell by a significant 25% between 1929
and 1933, which already indicates in numbers that
the extent of the decline in was considerably more
burdensome than during the Great Recession.
Davies cites various factors that contributed to
this development. For one thing, the economic
conditions in early 1932 were worse than ever in the

Figure 11

Real GDP/Industrial Production Index 1929-1941

US history. Both real GDP and industrial production
had not only stabilized, but were on the way to a
decline from the 1929 peak of 27% (GDP) and 52%
(industrial production). To make matters worse,
deflation raged at an annual rate of -10% in 1932,
which increased the real burden of outstanding debts
at an alarming rate and also had a negative impact on
GDP. In addition, there were two major bank failures
before 1932, limiting the money supply by 33 % from
its 1929 high (Davies, 2012).

Source: Federal Reserve Bank of St. Louis (2012)
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2.3.3 Corona Crisis
This subsection is devoted to the development of GDP
as a continuation of Figure 10, including the influenced
GDP by the corona epidemic.

It becomes clear what economic researchers
appreciated early on: the (global) economy is suffering
massively from the effects of the Corona Crisis which

is reflected in particular in the following figures: as

Figure 12
US GDP 1947-2020 (S billion

Dean Sinkovic, Sebastian Zemla, Nataniel Zemla

early as the 1st quarter of 2020, in which the pandemic
only brought restrictions from March onwards, the
US economy (GDP) already declined by -4.8% (U.S.
Bureau of Economic Analysis, 2020). In the meantime,
costly and extraordinary economic stimulus programs
will be essential, also through massive bond purchases
including aid packages at the peak of up to $ 2 trillion
(Powell/ CBS News, 2020).

FRED -/ — Gross bomestic product

24,000
20,000
16,000

12,000

Billions of Dollars

8,000

4,000

)
1950 1955 1960 1965 1970 1975 1980

0 1950 1960 1970 1980

1990 1595 2000 2005 2010 2015 2020

i B W

us. shaded; the is undecided.

Source: U.S. Bureau of Economic Analysis

fred stiouisfed.org

Source: U.S. Bureau of Economic Analysis (2020)

2.3.4 Comparison of the Partial Results and
Preliminary Discussion

For the comparative analysis of this section and
as already elaborated in the previous two sections
it turns out relatively quickly that for the 1930s
characteristic elements of a restrictive monetary
policy are evident. Fricke's overall impression of the
1930s is unambiguously condensed into the following
critical dogma that the economy was insufficiently
supplied with money and credit with negative effects
for production and consumption: “Back then,
governments and central bankers had watched for
a long time, bankrupted banks and relied on letting
the supposedly purifying crisis run until it became
independent and ended in deflation and depression.
Back then, the monetary authorities kept interest rates
relatively high for years and the money supply shrank.
As a result, companies and households had a quarter
less funds available in 1933 than in 19297 This explains
the reason why the then Fed chief Ben Bernanke

CONTEMPORARY ECONOMICS

after years of research into the Great Depression
took a different route after the crash in 2008 (Fricke,
2016). Based on his remarks expansionary monetary
policy in a battered phase “can help calm the market,
can help stabilize those institutions, and can help
mitigate or end a financial crisis” (Bernanke, 2013).
He quickly put a lot of money into circulation and
lowered interest rates to zero to prevent the money
supply from falling. It also explains why Obama's
advisers opted for similar interventions, including
restructuring state aid banks, increasing spending and
bringing money to the people. Even if it dramatically
increased government deficits (Fricke, 2016). In the
context of GDP and its effects the thematic focus
of the economists Jorda, Schularick and Taylor is
that the “correlation of production, consumption
and investment growth with credit has increased
significantly over time?” In their view, loans even more
than money are now more closely associated with
GDP changes than in earlier, less indebted periods of
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modern economic development. According to them
the same thesis also applies to the correlation with
investments and consumption (Jorda et al., 2016),
becomes obvious that offering loans in times of crises
through government programs and with the support
of the central bank to cut interest rates has a positive
effect on GDP.

Based on first expansions of the money supply
(purchase of government bonds and detachment
from the gold standard in 1933) it was possible that
the US economy was able to reach the pre-crisis level
after 1937 as seen in Figure 11 (Davies, 2012). Here,
the numbers of economic performance after the
outbreak of the Great Recession speak a divergent
language. The downturn in the US economy after
the crash in 2008 lasted just one year, followed by
three years of the economic crisis instead of almost
a decade of depression after 1929. If you compare
the unemployment rate in the wake of the Great
Depression (25%) it becomes clear that the resulting
slowdown in consumption also contributed to the
economic collapse and companies were also forced
to reduce their investments. At the time of the Great
Recession the US remained far from comparable mass

unemployment. And eight years after the outbreak of

Figure 13
Federal Debt: Total Public Debt as Percent of GDP
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the crisis the official unemployment rate was even
below 5%. In addition, per capita consumption in
2011 was again at the pre-crisis level. As a result
of all this development and including recurring
economic growth, it was also possible from 2010 to
generate tax income that is necessary to reorganize
the state budget due to the costly economic programs
(Fricke, 2016). It is therefore not surprising that in
the current crisis extensive stimulus packages to
contain the effects of the crisis have been adopted.
Among other things, this is the Coronavirus Aid,
Relief and Economic Security Act (CARES) worth $
2 trillion which includes quick and direct economic
support for American workers, families, and small
businesses, particularly designed to help maintain
jobs for American industry (U.S. Department of the
Treasury, 2020c).

2.4. Public Debt Developments

2.4.1 Great Recession

This subsection deals with a long historical
development of public debt ratios, the development
of which is to be examined in the context of the crisis
(Figure 13).
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What stands out immediately is the extreme debt surge
since the Great Recession. In no other crisis shown in the
graph such an increase can be seen historically. The huge rise
in debt ratios is an immediate consequence of a particularly
serious slump in the global economy after the Great Recession.
Since the reduction of the debt surplus of households and
companies goes hand in hand with a persistent dampening of
growth, the debt ratio of the government rose in the course
of this financial crisis. It must be noted in line with Illing that
the sharpest worldwide rise in government debt ratios since
the Second World War is a reflection of the high costs of the
financial crisis and the stimulus packages (Illing, 2014).

2.4.2 Great Depression
Looking at the period of the past 100 years in U.S. history

Figure 14
Federal Debt Held by the Public (Last 100 Years View in % of GDP)

Dean Sinkovic, Sebastian Zemla, Nataniel Zemla

(Figure 14) it is striking that the debt level within the Great
Depression period is not comparable to that of the post-war
period of World War II and its special circumstances, even if a
marked rise with the onset of the crisis phase is visible.

And, with regard to the public debt ratio, there is a
significant difference which gives a special attribute to the
respective crisis. The magnitude of just over 40% of GDP shows
the apparently divergent political trend at the time of the Great
Depression towards savings-oriented monetary policy while
the Great Recession and its history can confidently be credited
with a special role in relation to private and public (here:
>80%) debt ratios. The double amount of the aforementioned
rate illustrates the origin, already described in the course of the
investigation, of not having been reluctant to incur more debt
due to low interest rates (e.g., Miinchau, 2008).
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2.4.3 Corona Crisis

The Treasury of the US government expresses the most
elementary finding in bare figures. Since March 31, 2020,
the end of the month in which the pandemic broke
out worldwide, the US government’s debt has soared
from $ 23,687 billion in less than 2 %
an incredible $ 26,063 billion (June 11, 2020). This
shows an increase of over 10% (U.S. Department of

months to

the Treasury, 2020a/b). The government stimulus
measures and the economic impact of the Covid-19
pandemic are therefore taking their toll and are largely

CONTEMPORARY ECONOMICS

responsible for ensuring that the debt has reached
the level outlined (Jones, 2020). First calculations by
US organizations dealing with this paint a dramatic
picture which is not only emerging, but has become
reality (Figure 15). The graphic proves that the US
government debt as of June 2020 reached 120% of the
annual economic output and broke the 1946 record for
the highest debt in the history of the US, in times of the
Second World War. The current level is four times the
average in the country's history (Agresti, 2020). It is
difficult to filter out positive aspects. One aspect is the
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Figure 15
Continuation of Figure 14
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fact that this money has the intention of being used for
a good purpose, namely to support those affected by
the crisis and to boost the economy. And secondly, that
the current interest rate environment is making debt
(very) cheap (Naumer, 2020). The graphic also shows
that the debt trend resulting from the Great Recession
is diametrically opposed to the situation in the Great
Depression. Contrary monetary policy directions
(money restriction versus money expansion) meet
here strikingly based on the knowledge gained so far
from the investigation (Congressional Budget Office
of the United States, 2020).

2.4.4 Comparison of the Partial Results and
Preliminary Discussion

The complex processing of the debt section has
produced various insights, some of which have also
been used for an antithetical discussion. Starting with
the argumentation example of Sinn, two crucial points
come to light. On the one hand, his endorsement
of costly economic stimulus measures by the state
in times of crisis which are based on John Maynard
Keynes' economic policy in order to save primarily
affected companies and jobs and thus support the
economic cycle. On the other hand, there is the
requirement of debt discipline, which is counteracted
by central bank policy and meanwhile is turning away
from the character of sustainability due to long-term
and increasing debt paths and a tripling of the central
bank money supply (Sinn, 2020b). Finding the right
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consensus here is like a scientific sparring match.
In order to classify long-term debt constellations
you must bear in mind that Reinhart and Rogoff
already classified them as essential indicators in the
context of crises. The results of their investigations
show that de facto persistent payment difficulties
and overindebtedness of states qualify as multiple
crisis generators of the past centuries (Reinhart &
Rogoft, 2009). It is therefore all the more important to
consider the circumstances to which governments are
directly or indirectly exposed.

It is evident that in temporal context traditional
monetary policy has reached its limits as a stabilization
instrument in the former Great Recession and that
active fiscal policy had to be used more to prevent a
fatal downward spiral. It was one of the main points
why a massive slump like the Great Depression of the
1930s could be prevented in many emerging countries
and in most industrialized countries, including all
advantages and disadvantages (Illing, 2014).

Krugman took a constructive stance on the high
levels of global debt and especially in the USA even
before the outbreak of the corona pandemic in a
strong argumentative manner. In his eyes austerity
efforts must be seen as a negative scenario if they
prevent future investments in narticular in new
infrastructure. Even though he views the US debt
situation with relatively little panic, he sees the origin
of the debt mountain as anything but uncritical. Tax
relief for large corporations and tax cuts for the rich
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are two things that re not permitted in the context
of debt accumulation. His historical consensus is
that government debt may well increase but for a
sustainable purpose, such as investment in education
or infrastructure (Krugman, 2019). Otherwise, worst-
case scenarios could develop that would be compatible
with the austerity policy and the situation as in the
1930s and could slow down the economy (Krugman,
2012).

2.5. Stock Markets Development

2.5.1 Great Recession

This subsection considers the S&P 500, one of the
most watched stock indices in the world (Figure 16).
The curve begins in a phase of rising share prices
favored by the dotcom bubble at the time which
flattens off again after 2000. Then began the
prehistory of the Great Recession. Under the

Figure 16
S&P 500 around the Great Recession

Dean Sinkovic, Sebastian Zemla, Nataniel Zemla

conditions of a globally operating banking industry
risks from the subprime lending business had
an impact worldwide, not only on the real estate
markets but increasingly on the stock markets
(Kremer, 2017). After that period the rising trend
to the Great Recession in early 2008 followed by
another with only a few or very short drops until
2018. The first collapse can be observed in December
2018 as reported before, after the Fed raised its key
interest rate and announced two more in 2019 and
quantitative tightening. The index rose again in
line with the Fed's monetary policy decisions after
the Fed cut rates three times in a row to boost the
slowing economy. As of 2019, it was between 1.5 and
1.75% (FOMC, October 30, 2019). In addition to the
key interest rate strategy, the visible rise in the major
indices is due to renewed monetary expansion
(Board of Governors of the Federal Reserve System,
December 08, 2019).
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2.5.2 Great Depression

A historical review of the 1930s, however, allows a look at
the Dow Jones stock index at that time which in contrast
to the S&P 500 already existed back then (Figure 17). A
big difference between the course in this graphic and the
course from the Great Recession is becoming clearer than
ever.

While it took about five years after the Great Recession to
reach a comparable pre-crisis level of the S&P 500, the pre-
crisis level after the Great Depression was far from being
reached even after 10 years. The positive consequences of

Figure 17

the so-called Golden Twenties are graphically reflected.
Thanks to new branches of the economy and revolutionary
inventions such as radio, sound film and assembly line
production the economy at that time was experiencing
a real boom with new companies regularly entering the
market and later going public. Due to the industrialization
after the First World War stock exchange trading increased
by leaps and bounds. A final crash and further bursting
of the bubble finally became a reality than in October
1929 when the Black Thursday shook the New York Stock
Exchange (Seidl & Brandt, 2018).

Dow-Jones Industrial Stock Price Index for United States Development 10 Years before and after the Great Depression
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2.5.3 Corona Crisis

This section considers an updated look at the S&P 500
(continuation of Figure 16) due to the Corona Crisis
(Figure 18).

The second downturn circled in red shows
impressively which stock exchange effects happened
due to the Corona pandemic. It is astonishing that
the announcement of a rate hike in December 2018
almost brought the index down (December 21, 2018=
2,416.62) and the index level after a global epidemic
broke out reached almost the same level (March

20, 2020 = 2,304.92). In the detailed analysis it is
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imperative to take into account that the price drop
from the end of November (November 30, 2018 =
2,760.17) to the end of December 2018 (December
21, 2018 = 2,416.62) does not represent a loss as high
as from mid-February 2020 (February 14, 2020 =
3,380.16) until mid-March 2020 (March 20, 2020 =
2,304.92). The crash is consequently more drastic and
unexpected, but the recovery effect after December
2018 was visibly longer than that after the Corona
outbreak (S&P Dow Jones Indices LLC). At the end of
the graphic illustration the recovering trend becomes
visual and shows on the one hand that the belief in

This work is licensed under a Creative Commons Attribution 4.0 International License.



78

| Vol.16 | Issue1 | 2022 | 61-87

Figure 18
S&P 500 Ten Years before and until the Corona Crisis

Dean Sinkovic, Sebastian Zemla, Nataniel Zemla

Source: S&P Dow Jones Indices LLC (as of December 15, 2020)

the economy is present again associated with trust
in the stimulus measures combating the crisis. On
the other hand, this may be due to Corona-easing
measures (Holz, 2020) and the continued efforts to
reopen companies and resume activities that have
been postponed or restricted due to Covid-19. Finally,
the third red circle shows the positive chart effect
due to the announcement by various pharmaceutical

companies about the expected vaccination periods.

2.5.4 Comparison of the Partial Results and
Preliminary Discussion
The crisis periods were initially evident in all of the charts
shown whereby the intensity of the Great Depression
stood out and marked the longest phase in which stock
prices suffered. A brief analysis reveals the following
findings: In the Great Depression stock markets did
not reach the pre-crisis level even after 10 years, in the
Great Recession within 5 years and in the Corona Crisis
within 1 year (!). These are signs of a stock rally over the
years which even a sharp crisis cannot stop.
Additionally, the recovery trends which were mainly
based on fiscal policy measures were characteristic
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of the two recent crises. The recovery periods in the
key indices examined after the outbreak of the crisis
were largely based on the results of the examination.
This included the far-reaching stimulus packages of
the respective governments as well as the liquidity aid
and key interest rate cuts by the Fed which at first gave
investors hope for an economic recovery. In view of the
inexorably increasing debt paths (as described in 2.4.)
investors clearly only attach a peripheral importance
to the perspective and sustainable view. In the context
of the comparison between the Great Depression and
the Great Recession Straumann said that even in the
1930s the Fed “initially reacted correctly to the stock
market crash by quickly reducing nominal interest
rates and the banks with liquidity were taken care of”
Although it ensured that share prices stabilized in the
medium term the economy was still going through a
long dry spell as he added: “On the other hand, the Fed
reacted too weakly to the subsequent banking crises and
international capital movements, not least because the
gold standard defied the limited scope. This turned the
recession into a depression.” While he saw expansionary
monetary policy in the first phase in 2008/2009 as an
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adequate and logical step to contain the crisis and calm
down the capital markets, he questioned the effect of
the subsequent quantitative easing (especially purchase
of government bonds) because their effect “cannot
be statistically proven beyond any doubt” And this is
exactly where it is transferred to the reprehensible. As a
difficult circumstance the almost entirely expansionary
monetary policy after 2008 did not really ease the
general conditions, but increased the debt ratios
(Straumann, 2019).

3. Relation to Economic Theories

3.1. Great Depression

This chapter aims to present relevant economic theo-
ries as to show the (expected) results and trajectories
of the analyzed indicators under the respective crisis
conditions. Starting with the experiences from the
Great Depression which shaped Keynes' views and
reinforced his skepticism towards classical economic
theory (Rothermund, 1993). Regardless of whether his
theory is called a “business cycle theory” (Blaich, 1990)
or a “revolution” (Galbraith, 1994). His work “General
Theory of Employment Interest And Money” (Keynes,
1936) created the basis with which he wanted to con-
vince other economists of the necessity of a fundamen-
tally new macroeconomic economic theory and ques-
tioned the prevailing “market optimism”, which almost
ignored the problem of unemployment. The global ef-
fects of the Great Depression called for a theory that
explained why the economic development was so dev-
astating and from which state action could be convinc-
ingly argued. The “General Theory” no longer focuses
on price relations and adjustments, but on the overall
demand for goods. In addition, he explained why a re-
gaining of full employment can only be achieved by
increasing the overall demand mentioned and not by
flexible prices and wages (Rothermund, 1993). What is
more interesting is the fact that Keynes' theories were
known internationally, but not initially applied. That is
why various economists criticized their failure to ob-
serve them (Biittner, 1989).

Until the era of the Great Depression, the way of
thinking of the so-called “liberal theology” (Galbraith,
1994) existed primarily since the 19th century, in
which, according to Galbraith, the view was held “that
more competition serves the common good” (Gal-
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braith, 1994). Matis and Stiefel add contextually that
in this type of “economic control” state interventions
were rejected as contrary to the system and that rather
trusts “the work of the invisible hand, the forces and
the self-regulation ability of the market” were incum-
bent on supply and demand (Matis & Stiefel, 1991). In
addition to the theories above, the monetarists also
emerged, both of whom still have a decisive influence
on economic science today. In their view an unneces-
sary shortage of money (deflation) triggered the crisis
(Rothermund, 1993). Fisher and Friedman in particu-
lar, who are regarded as two of the creators of modern
monetary theory (Matis & Stiefel, 1991), recommend
an independent central bank which should steer a
monetary policy in the interests of price stability. This
ensures that the money supply and economic activity
are in harmony with one another (Rothermund, 1993).

A closer look at the two main theories reveals fur-
ther differences. While Keynesianism as a macroeco-
nomic imbalance theory assumes that markets can get
out of balance in the long term, especially in times of
crisis, equilibrium-oriented macro theories such as
neoclassics or monetarism, on the other hand, assume
that markets find their way back to equilibrium quick-
ly. Keynes' criticism is also oriented against the classic
assumption that money functions as a pure medium
of exchange (Rothermund, 1993). In times of crisis, in
particular, there is also the need to hoard money in the
bank or to sit on cash instead of spending it. Viewed
negatively, this “liquidity preference” promotes the
shortage of money, depresses prices and curbs produc-
tion (Galbraith, 1995). An interventionist counter-
measure is required (Rothermund, 1993).

Classical monetary theory, in which money acts
purely as a medium of exchange, was not the only eco-
nomic theory that Keynes argued against. Say's theo-
rem (by Jean-Baptiste Say 1767-1832), was considered
to pave the way for a supply theory in which weak de-
mand in the economy was denied. Shaped by the ideas
of Smith, the motto for this theory (Galbraith, 1995)
was that every production also generates its sales (Ma-
tis & Stiefel, 1991). Overproduction, therefore, is only
caused by a temporary misdirection of capital, which
in the sense of this theory is caused by “state interven-
tionism, trade union policies, cartels, and tariff protec-
tion,” which would never have existed under pure mar-
ket conditions (Matis & Stiefel, 1991). The sobering
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realization finally came at a time outside the norm, like
that of the Great Depression in the 1930s, when the
above theory became debatable. Keynes' rejection of
Say's law was gradually strengthened in the point that
specifically addressed the connection between savings
and investments and its effects on employment. He
assumed that not all of the savings flow into the eco-
nomic cycle via the financial market. This interrupts
the cycle between saving and investing and means that
total demand is less than supply (Galbraith, 1995).

3.2. Great Recession

A first notable thesis in the context of economic the-
ories related to the crisis investigation is to be ques-
tioned by Plumpe, who explains “that there are in
fact no actual crisis theories, but all the more ideas
of imbalance, be they necessary or avoidable. The im-
pression is gained, in particular, that for numerous
economists of monetarist or Keynesian origin, crises
are avoidable phenomena” (Plumpe, 2011). In this
context, Piketty cites the tendency to increase social
inequality in capitalist societies (Piketty, 2014), which
are associated with vulnerability to crises (Galbraith,
2009). From the perspectives above, numerous threads
of discussion arose questioning the economic theories
that form the substructure of a modern financial sys-
tem. Above all, the “efficiency market hypothesis” of
Fama, whose theory was able to interpret at least parts
of the crisis‘ outbreak. It has been considered as one of
the most influential theories in the field of capital mar-
ket theories since 1970 and pursues his thesis that “the
price or rate of a share at the moment of its determina-
tion contains everything that was predictable at that
time” (Fama, 2009). As a supporter of free markets,
he investigated how prices work in the markets and
concluded that the Great Recession was not triggered
by the curious stock market developments. Rather, it
was the surplus of credit in the USA - especially to
economically weak citizens - that made the markets
develop inefficiently. With the recession at the time,
homeowners went bankrupt and that was not the fault
of the markets, but that of the politicians.

In addition to the efficiency of the markets, Fama's
position was outweighed by skepticism about state
intervention in the economy, where he would have
preferred to let the companies concerned go bankrupt
in order to clean up the market (Fama, 2009). Instead,
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with the roll-out of comprehensive economic stimulus
packages to contain the crisis, the theories of Keynes
and Minsky regained relevance. None other than
Krugman spoke in the New York Times on November
29, 2008 of the “Keynesian moment” in global eco-
nomic policy, heralding an elementary reorientation
(Krugman, 2008). The neoliberal ideology, represented
by important economists like Friedman or politicians
like Thatcher, dominated economic activity from the
1980s onwards and was about to be replaced by the
state rescue measures (Ther, 2017).

Regarding Minsky, his theory also received a re-
vival. It states that long periods of stability tend to pro-
voke wild swings in the financial markets when market
participants such as banks, companies or consumers
wake up from their lethargy and are willing to take on
more risks in terms of financing in order to increase
profit. It is also accompanied by intensive competition
between banks, which in such a phase give free rein to
their creativity with regard to new financial products.
In the following, the theory contains three cycles that
describe investor behavior. In the first cycle, investors
initially engage in conservative financing (“hedge”),
in which most of the economic units (households,
investors, and firms) are able to finance all their pay-
ment obligations with their cash flows. If this approach
proves stable, this leads to the “speculative” cycle in
which the borrower can only pay (increased) interests.
If the economy continues to develop, the last cycle -
“Ponzi” scheme - follows. Borrower cannot even make
the interest payments, must borrow again to pay them.
The economy becomes more unstable and crisis-prone
until a financial crisis actually occurs. In summary, it
can be said that for Minsky the capitalist system is not
stable enough and stability leads to instability. In such
extraordinary phases of imbalance and according to
Minsky the state had to step in (Minsky, 2008).

3.3. Corona Crisis

What was regularly called for in the debates sur-
rounding the climate crisis has become reality in
the Covid 19 pandemic. Society largely follows the
advice of science in its decisions. Because in the
past few months hardly a day has passed without a
virologist taking a position on the infection process
and pointing out measures that should help contain
the pandemic. Epidemiological terms such as “herd
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immunity;” “doubling time,” and “reproductive rate”
has now become part of everyday language and de-
termines politics and social life. Political advice is not
only provided by virologists and epidemiologists, the
opinions of medical ethicists, educators, lawyers and
sociologists are also sought. But what ultimately falls
short in the scientific public discourse is the voice of
economics (Althammer & Naf3, 2020).

One example of missing thw economic voice was
the giving up of an inflation target which contra-
dicts the basic order of classic economic principles
and theories. This can be derived, for example, from
Powell's decision on August 27, 2020 which can be
interpreted as a historical change in strategy (Pow-
ell, 2020). In economic theory, an optimal inflation
rate could be calculated theoretically, but in practice
an exact quantification is only possible to a limited
extent. Even according to Keynesian theories, it is
difficult to derive an optimal inflation rate; rather,
according to Kulessa, “demand-theoretical models
suggest a kind of context-dependent optimal infla-
tion corridor” This theory hides the premise that ex-
pansive macro-policy (as it has been pursued in the
EU and the USA in recent years) can be accompanied
by an increase in employment and that is desirable
even if it causes the inflation rate to rise noticeably
above 2%. Economic policy has its duty to carry out a
qualitative analysis of the the inflation’s pros and cons
and to derive an optimal target inflation rate based
on that (Kulessa, 2018).

When looking at other specifics of the current cri-
sis combined with a look at economic theories, there
is one peculiarity that cannot be found in compari-
son to the Great Depression and Great Recession. In
both of the crises mentioned, the state rescue mea-
sures through austerity measures or taxpayers' mon-
ey caused a lot of bitterness, because in the eyes of
the population the greed and irresponsible behaviour
of speculators and bank managers was discovered as
a major cause (Fuest, 2020). In contrast, questions
about economic costs of the shutdown and the lav-
ish aid packages are considered cold-hearted in the
Corona Crisis and the attempt by some economists to
assign a monetary value to health and human life as
immoral (German Ethics Council, 2020).

Whatever the effect of the rescue measures in the
final accounts, there is no doubt about their volumi-
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nous dimensions. It gives the impression that we are
in a phase of so-called “helicopter money.” This eco-
nomic theory goes back to Friedman, whose remarks
describe this special effect of an unconventional
measure in order to create a money-financed fiscal
incentive. Examples such as direct payments, the
Paychek Protection Program, emergency aid in the
form of direct transfers, bridging aid or not repayable
loan advances are evidence of this fact. Specifically,
Friedman names it “Bonanza from heaven” (Fried-
man, 1969).

4. Conclusions
The subject of the entire work focused on economic
indicators related to three major crises, the Great
Depression as a global economic crisis of the 1930s,
the Great Recession as a financial crisis beginning in
2007/2008 and the current Corona pandemic as a
health crisis with its serious global economic effects.
The study produced remarkable findings. All three
crises have their own anatomical peculiarities at the
level of the indicators examined but there are more
parallels than the initial characteristics of each of the
individual crises examined would have suggested.
Furthermore, this study points to some recurring
patterns and trends that resulted from the compara-
tive analysis of the above indicators in the course of
the crises. The investigation has shown that certain
patterns exist according to which crises can form.
Starting with the first economic indicator, the key in-
terest rate, it could be sketched that an increase in this
over a period of a century ended in 16 out of 19 cases
in a recession. With regard to financial crises, it could
be stated that every financial crisis was preceded by
a rate hike cycle (see section 2.1.). However, this first
realization should not give the impression that an in-
crease in the key interest rate, which has the purpose
of achieving a normalization of interest rates, would
be intolerable in the future. With the beginning of the
lowering of the key interest rates to a long-term 0 to
1% level, the so-called quantitative easing programs
were started. They are characterized by an unconven-
tional form of expanding the monetary base. The re-
sulting monetary flooding of the markets is the start-
ing point for criticism from various economists, who
exaggerated it by saying that “the money... is already
coming out to the ears anyway (Sinn, 2020b)” And
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yet the announcement of multiple interest rate hikes
in December 2018 was received extremely sensitively
by market participants, as the associated stock mar-
ket development at the time showed (see subsections
2.5.1 and 2.5.4).

In addition to the inflation section, far-reaching
insights were also drawn up that largely meet the
thesis of a recurring pattern in the context of the
crisis. Based on the results of the investigation and
a historical review in the USA the prevailing infla-
tion or deflationary developments are mostly directly
or indirectly related to signs and consequences of a
crisis. Even if inflation levels did not degenerate in
the past crises, including the three crises examined,
the deflationary tendencies after the outbreak were
according to the slogan “recession kills inflation” all
the more clearly to be observed (in all three crises)
(Smith, 2008). In view of preventive crisis work at-
tention should be paid to the post-crisis deflationary
developments in order to eliminate so-called second-
round effects, especially in the form of falling wages.
Further inflationary developments after the crisis, like
GDBP, are closely linked to countercyclical fiscal poli-
cies (whether implemented or not). Depending on
the application this correlates with the measures be-
hind it and is based on the economic theory threads.
In their study, Fratzscher and Kriwoluzky refer to the
lack of demand-stimulating monetary policy in the
1930s which largely failed to produce a “strong” re-
sponse from the central banks compared to the Great
Recession. In both eras GDP plummeted within a
year and government responses varied. They argue
that “many have learned from a historical perspec-
tive, especially from the Great Depression of 1929 to
1933” and that a relaxed monetary policy is therefore
understandable to increase demand for consumption
and investment again, “even if some German crit-
ics doubt this (Fratzscher & Kriwoluzky, 2020).” As
a first intermediate conclusion it can be stated that
there is no uniform understanding of crisis manage-
ment strategies, but that a pluralism for understand-
ing solutions can be found. In this context and previ-
ous research results it certainly appears that Werner's
thesis regarding bubble formation on the financial
markets must be taken into account which always
“end in a banking crisis”, “if bank money creation is

growing significantly faster than the economy for a
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longer period of time (Werner, 2012).” The situation
is then further complicated if regulatory mechanisms
in the financial markets do not work and spill over
into the banking sector (Krugman, 2009).

One of the key findings in this work is the steadily
increasing private and public debt ratios for years,
particularly caused by the causes and consequences
of the Great Recession. The observation predomi-
nates that rising debt ratios were reported in all
three crises, but in different forms (see Figure 15).
However, it would be too easy to judge the current
development, as the relevant background must first
be considered. While private debt ratios have risen
disproportionately due to the low interest rate level
coupled with property purchases since the turn of the
millennium, the extensive stimulus packages have
resulted in a steady increase in public debt ratios.
Finding the right consensus and the right arithme-
tic of rising debt and economic stimulus remains a
scientific sparring. What is certain is that the opin-
ion remains broad and predominant, that debt dis-
cipline has extremely waned and overstretched. This
also means that a tripling of the money supply due
to the extensive monetary policy instruments is dif-
ficult to reconcile with the idea of sustainability (see
Sinn, 2020b). The danger and the risk, as Reinhart
and Rogoft put it, remain (in) debatable. According
to their complex studies that overstretched debt ra-
tios pose serious difficulties for states, care should be
taken with caution (“Private debts surge immediately
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before banking crises,” “High external debt ratios
often signal financial distress,” Reinhart & Rogoff,
2009; or “Banking crises most often either precede
or coincide with sovereign debt crises;,” Reinhart &
Rogoff, 2011). The result is that their use is impor-
tant. Here Werner differentiates according to differ-
ent types, which underlines the guiding principle.
Bank loans should always be answered in the affir-
mative if they generate “productive” added value, for
example for investment loans (Werner, 2012). If you
look at the overall picture of the current crisis situa-
tion, you can see that even before the outbreak of the
Covid-19 pandemic many economists classified the
situation as dangerous (“avalanche of debts™: Sinn,
2020b or “unsustainable” mountains of debt: Plickert,
2013) which has now clearly revived the discussion.
Whether Corona should serve as a catalyst for system
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errors (Haselmann, 2020) opens up additional scope
for interpretation. It means that central bankers and
states can now blame virus for bad economic perfor-
mance, they have an excuse for their previous policy
and enormous debt bubble.

In addition to the four indicators above, there was
another finding that the slump in the stock markets
was significantly shorter than in the Great Depres-
sion and that prices only knew the upward direc-
tion until the first quarter of 2020. It is unbelivable
to what extent financial markets positively react
on money printing and low interests, significantly
more than on fundamentals or geopolitical tensions
(Sinkovi¢, 2020b). What certainly appears from
an all-round view of the entire study is that greater
sensitivity on the financial markets can be expected
in the coming years and that policymakers' sense of
observation should be sharpened. The current crisis
therefore continues to pose very great challenges
for both politicians and central banks to find more
sustainable solutions and win the trust of the popu-
lation. Among other things, this should also be due
to the viewpoint that with the issuance of the costly
and extensive economic stimulus packages new debt
has grown to a dimension whose numerology not
only brings about dizzying character for the inclined
reader, but also burdens subsequent generations with
legacy issues. It should provide food for thought for
the post-Corona Crisis period.
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